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The key study problem of this research was to determine the relationship between international remittances and economic growth in Tanzania. The study engaged data covering a period of 30 years (1988 – 2017). Data was collected from the World Bank and International Monetary Fund database. The study uses the Ordinary Least Square Estimation (OLS) and cointegration relationship among the variables. The study also utilized both the Augmented Dickey – Fuller (ADF) and the Philip Perron (PP) tests to examine the properties of the variables. It was observed that the variables were stationary, although not in their level form but in their first difference except Labor force. It was also observed that all the variables were co – integrated. The findings indicate that, international remittance has no significant effect on economic growth in Tanzania. Also it was observed that international remittances does not cause economic growth in Tanzania which signifies that; most of the remittance that flow in Tanzania are used for household consumptions rather than investment purposes. As a policy options; Government should design guidelines which would divert remittances receipt into more productive uses, develop a unique Banking Products for Diasporas that will encourage Diasporas to maintain bank accounts in their residing country. The need to engage all remittances recipients for enhanced data gathering and management system is recommended.  In addition, there is the need to establish the joint venture approach to financing community development projects. Consequently, some of these strategies will encourage Diasporas to use a proportion of  remittances  to  fund community development projects, with joint – financing that is provided  in  the  form  of  public  subvention  by the Government. 
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This study intends to determine the relationship between effects of international remittances on economic growth in Tanzania This part introduces the background information of the research, the statement of the problem, research objectives, research hypothesis, significance, limitation and scope of the study.

1.2	Remittances Growth Relation
With the developing of openness and friendship in the international community, migration is increasing regularly. For the time being, this is taken as one of the largest industries in the world (Czaik & Hass, 2014). There is both North to South and South to North movement for better opportunity. This movement generates large volume of production and income in the world economy. The previous decade was marked by the increasing role of remittances in total international capital flows. For many developing countries, remittances represent a significant part of international capital flows, exceeding exports revenues, foreign direct investment and aid (IMF, 2005). Remittance becomes a great matter of discussion as to whether it is doing well for economic growth.

Currently, remittances have become a very popular theme in international literature of economy in these decades, because their volume and their potential have seems to reduce poverty and stimulate economic growth in developing countries. Globally, remittances reached $613 billion, remittances to South Asia increased by 5.8 percent in 2017 after a slowdown of –6.1 percent in 2016 (WB, 2018).

The results of the research conducted by European Parliament Policy Department (2014) concludes that remittances is more sustainable source of foreign currency for developing countries than other capital inflows like foreign direct investment, public debt, and official development assistance. But remittance development relation is complex, especially with regards to the movement of people, which contributes to the spread of global interdependence at all levels; economic, social, and political. Remittances have a positive impact on growth and this impact increases at high levels of remittances relative to GDP (Mayer & Shera, 2017). The positive relation between remittance and growth is for both absolute and relative GDP (Goschin, 2014). A study of 36 African countries by Fayissa and Nsiah (2010) provides the same fact that remittance positively impacts economic growth by providing alternative way to finance investment and helping to overcome liquidity constraints. Remittance is a significant source of private capital flow, and inflow of capital have multiplier effect on different macroeconomic indicators such as; saving mobilization, poverty alleviation, increase investment, capital accumulation and other many areas which finally helps to promote economic growth (Akter, 2016). In the long run remittances have positive contribution on economic growth per capita (IMF, 2005).

Economically encouraged migrants can set in motion ‘virtuous circle’ as when young employees who would have been unemployed at home find jobs abroad, send home remittances. Such remittances decrease poverty and are invested to accelerate economic and employment growth who return with new skills and technologies that lead to productive activities (Martin, 2004). Remittance is helpful to stimulate growth in less financially developed countries (IMF, 2005). In many developing countries, worker’s remittances have become vital source of external financing. The migration and remittances will continue to be an important part of the economic, political and social development of developing country (Topxhiu & Xhelili, 2016). About 82 percent migrants originated from developing countries and their remittances amount to about 592 billion dollars in 2014, which represents an essential source of foreign exchange in these countries and a very important instrument to reduce poverty (Kaphle 2019). Economies with underdeveloped financial system remittances eliminate barriers and credits, and serve as a substitute for financial development by improving the allocation of capital and thus accelerating economic growth (Giuliano & Arranz, 2009). Remittance can make great change in health education and other social indicators which help to achieve economic growth.

In this context, Azam (2013) empirically examines the relationship of worker remittances with economic growth in four developing countries in South Asia and found the existence of a significant and the positive relationship between migrant worker remittance and economic growth. Mwangi and Mwenda (2015) used the Granger causality together with the ordinary least squares estimation, and found out that the international remittances have had an influence on economic growth in Kenya. Remittances at the same time are also associated with increased investment in education, entrepreneurship and health of their recipients and finally affect economic growth of the country.

There is substantial debate about the impact of remittance on GDP. Many research such as those done by Chami et al. (2003) and Rajan and Subramaniam (2005) have concluded that remittance have negative impact to economic growth of receiving counties. Different countries have different remittance utilization capacity, institutional arrangement, political situation and economic stability that play an essential role to produce desired impact on economic growth. Remittance can bring growth, development and Balance of Payment crisis if that is used for conspicuous consumption or unproductive activities (Datta & Sarkar, 2014). While remit, receiver depends on easy money that affect and reduce their effort and their less participation on labor market. 

A study by Uprety (2017) based on Nepal, did not find the association between remittances and investment but found out that there is a positive relation with consumption. Remittance ultimately reduces agro product, increase consumption and if there is no change in investment means remittances has adverse effect on economic growth. Remittances have a negative effect on developing countries when people receive remittance the receiver will become economically inactive in the sense of production, which reduce the work performance and productivity and ultimately reduce the workforce. Scholars Chami, Fullenkamp & Jahjah, (2003); Zogjani & Pantina, (2016). Jawaid and Raza (2012) examined the short run and long run relationship and robustness of workers’ remittances and economic growth in China and Korea, and concluded that there was positive relation in Korea and inverse relation in China. A single country study based on Turkey, by Karagoz (2009) has found out that remittance have a negative impact on economic growth. Some country benefits in the short run and some in the long run. The most debatable part is the long-run implication of remittance on economic growth.


Sharaf (2014) studied the long run causal link between remittances and output in Egypt for the period 1977 – 2012 and concluded that remittances and GDP were co – integrated with a statistically significant positive causality running from remittances to output, whereas output was found not to be a long run forcing factors of remittance in Egypt. If government uses remittance efficiently that would promote growth. Similarly, a study based on Nepal, Pant (2008) suggest that workable policy or programs needs to be introduce by government to encourage the utilization of remittance for productive sectors to promote long run economic growth. Country with less financial development will get benefits from remittance than the country which is financially developed (Giuliano & Arranze, 2009).

1.3	Global Outlook on the Effect of International Remittance on Economic Growth
Globally in 2016, people living abroad sent an estimated USD 574 billion back to their home countries. Such remittances can be important economic resources, especially to developing countries. Remittance flows into these nations are more than three times that of Official Development Aid (World Bank Report, 2016). The World Bank Report of the 2016 insists that, remittance tend to be more stable than other kinds of external capital flows, such as private investment or development aid.

For the five top recipients’ countries which include; Kyrgyz Republic, Nepal, Liberia, Haiti, and Tonga (mentioned in figure 2), in fact, international remittances have been equivalent to a quarter or more of all economic output (as measured by gross domestic product or GDP). Nepal received an estimated USD 6.6 billion in remittances, equivalent to 31.3% of its GDP, according to a Pew Research Centre analysis of World Bank data for 2016. Kyrgyzstan, also in Central Asia, received nearly USD 2 billion in remittances, equivalent to 30.4% of GDP; neighbouring Tajikistan received about USD 1.9 billion (equal to 26.9% of GDP). Remittances from abroad also equalled more than a quarter of GDP for Haiti and Liberia while in nine other countries remittances were equivalent to between 15% and 25% of GDP.

In the year 2016, it was estimated that, the worldwide five top remittance recipients were India, China, the Philippines, Mexico, and Pakistan, with Nigeria in the sixth place (figure 1.). As a share of Gross Domestic Product (GDP), the five top recipients were Kyrgyz Republic, Nepal, Liberia, Haiti, and Tonga. Tajikistan in 2015 registered a significant decline in remittances and slipped to sixth position.
The above information did not include even one among the six countries of East African Region. However, in these countries; especially Tanzania, there is increasing attention on the growing volume of official Diaspora remittances and their vital role to the economic growth, their position in economic growth and development remains unclear (Msuya, 2017), hence this reason compelled the researcher to focus on effect of international remittances on economic growth in Tanzania. 

Figure 1.1. Top Remittance Receivers in 2016
Sources: International Monetary Fund; World Bank World Development Indicators; staff estimates 2017. 


Figure 1.2. Top remittance receivers in 2016 with percentage of GDP
Sources: International Monetary Fund; World Bank World Development Indicators; staff estimates 2017.
1.4	Effect of International Remittances on Economic Growth to Sub - Saharan Africa (SSA)
Sub – Saharan Africa (SSA) has been part of the increasing global trend as remittances to SSA have increased by over 55 percent in U.S. dollar terms since 2000, while they increased for developing countries as a group by 81 percent. However, the recorded remittances are only a small fraction of total remittances to SSA (Gupta et al., 2007). Spatafora (2005) estimates that, informal remittances to SSA are relatively high at 45 - 65 percent of formal flow, compared to only about 5 - 20 percent in Latin America.

In 2005, remittances to the 34 SSA countries reporting are estimated to have been about USD 6.5 billion. Remittance flows to SSA are relatively small, 4 percent of total remittances to developing countries and just 33 percent of those to India, which receives the most. In contrast, countries in Latin America and the Caribbean received 25 percent of all remittances, as did the countries of the East Asia and Pacific region.

Relative to GDP, the volume of international remittances to SSA is generally smaller than other developing countries. On average international remittances in the region are about 2.5 percent of GDP, compared to almost 5 percent for other developing countries. However, there are striking exceptions in SSA. In particular, remittances were almost 28 percent of GDP in Lesotho, and more than 5 percent in Cape Verde, Guinea-Bissau, and Senegal. In absolute terms, however, Kenya, Nigeria, and Senegal are the largest recipients of remittances in the SSA. For some countries, remittances are also an important source of foreign exchange. For Lesotho, Cape Verde, Uganda, and Comoros, for instance, remittances since 2000 have amounted on average to more than 25 percent of export earnings.





East Asia and Pacific	94.9	114.3	122.7	127.3	125.8	129	132.7
Europe and Central Asia	37.8	54.6	51.7	40.3	38.4	41	43.6
Latin America and Caribbean	56.5	61.5	64.5	68.3	73.1	75.5	78.2




Low and Middle income Countries	334.2	419	435.9	432.3	422.5	436.3	451.1
 	(Growth rate percent)
Developing countries	11.2	5.2	4.2	-1	-2.4	3.3	3.5
East Asia and Pacific	19.5	6.7	7.4	3.8	-1.2	2.5	2.9
Europe and Central Asia	4.8	17.1	-5.3	-22.1	-4.6	6.6	6.4
Latin America and Caribbean	2.6	2.1	4.8	6	6.9	3.3	3.6




Source: World Bank, 2017.

From economic growth point of view, sources of economic growth in SSA have been the subject of an old debate in macroeconomic literature. Solow 1956; Schultz 1980 and Romer 1986 put their effort in studying economic growth using variables such as; physical capital accumulation, Foreign Direct Investment, openness, investment and Finance respectively. Relatively, little attention has been accorded to remittances flows as potential source of economic growth especially in SSA.





Figure 1.3: Country in Sub - Saharan African with high remittance inflows
Sources: International Monetary Fund; World Bank World Development Indicators; staff estimates. 2017
Note: e = estimate

Figure 3 above illustrates the top ten countries in Sub-Saharan African in 2016 as estimated by the World Bank staffs. The figure shows that Nigeria receives USD 19 Billion which is equal to 65.74%. This indicates that Nigeria is the highest country in Sub Saharan African region that receives remittances followed by Ghana which receives USD 2 Billion equal to 6.92 percent of remittance. Ethiopia receives USD 0.6 Million while Madagascar has USD 0.4 million which indicates these two countries receive a very little amount of remittances in 2016. 

Figure 4 bellow shows the top ten countries in Sub – Saharan African in 2016 as estimated by the World Bank staffs in the World Bank Report of 2016. The figure shows that Liberia has USD 29.6 billion as percentage of GDP. This situation signifying that Liberia is one among the country that remittance contributes much in the growth Domestic Product of the nation.  

Figure 1.4: Countries in Sub - Saharan Africa with high remittance inflows and remittances as a percentage of gross domestic products
Sources: International Monetary Fund; World Bank World Development Indicators; staff estimates 2017.

1.5	Tanzania in the Global Remittance Economy
In Tanzania, remittances encourage the growth of economy by increasing both the currency flows, consumer purchasing power, and work towards poverty reduction (Hansen, 2012). Though, the contribution made by Tanzania‘s diaspora in terms of remittances has often been threatened to the extent of been unaccredited by the Government, international community and policy makers. This may be because the country has not been characterized by a strong tradition for international migration to the western richest countries (Shivji, 2009). Calculating this, Hatibu (2007) noted that there was a small number of Tanzanians who were living outside Tanzania, estimated at around 200,000 people. These were the records up to the late 1980s before the collapse of Socialism “Ujamaa”. However, now it is hard to get the estimates Magai (2019). 

It should be emphasized that, the volume of remittances received in a country is very small compared to other EAC countries (see Figure 5). With this, Hatibu (2007) noted that, the small amount is caused by lack of systematic records, lack of knowledge and inadequate literature on the flow of remittances to Tanzania. Again, Hatibu (2007) noted that the practice of diaspora sending remittances via informal channels such as personnel carriers or personal networks, friends/relatives, travelers is another cause why there are poor records of remittances. Therefore, many people seem to agree that international emigration (Diaspora) from Tanzania is increasingly affecting the country‘s economy in terms of remittances (Hansen, 2012). Backed up with this information, the researcher determined to find out the relationship between international remittances and economic growth in Tanzania. 

In 2017, the value for personal remittances received in Tanzania reached to US$ 887 million. The data from the World Bank for Tanzania between 2001 and 2017 indicates that the average value for Tanzania during that period was US$ 176.88 million with a minimum of US$ 1.9 million in 2003 and a maximum of US$ 385.16 million in 2011. On the other hand, the IMF data of 2019 notes that Kenya is doing better in attracting migrant remittances in East African countries followed by Uganda and Tanzania, while Burundi is lagging behind (see Figure 1.5). 

 Figure 1.5: Migrant Remittance inflows in EAC Countries (US$ million)
Source: IMF, World Economic Outlook, 2019.

Regardless of the increasing importance of remittances, the relationship between remittances and economic growth in East African Countries (EACs) especially Tanzania has not been adequately addressed. This gives a notification call and the need to investigate the matter. Consequently, this research, as mentioned previously, set out to analyze the influence of Remittances on economic growth in Tanzania within a conventional model of economic growth, using time series data. 

Table 1.2: Table Remittance data inflows (US$ million) for Tanzania and other sub Saharan countries from 2006 – 2013













Source: Remittance data inflows- April 2014 (World Bank 2014). The figures for Tanzania within brackets from 2008 to 2013 are from the Bank of Tanzania (2015) and are likely to be more comprehensive than the international source.








Figure 1.6: Cross Border Money Remittances, 2007 - 2014
Source: Bank of Tanzania 2015.


Figure 1.5 above illustrates the trend in cross border money remittances starting from 2007 to 2014. As demonstrated, the inbound value and volume has amplified by more than 100 percent since 2007. The outbound value and volume has increased, but far from the same extent as the inbound. 

1.6	Statement of the Problem
The literature on how remittances impact economic growth of recipient countries is conflicting. Some scholars believe that migrant remittances have positive growth effects in recipient economies (Fayissa & Nsiah, 2010b; De Haas, 2005). Other scholars highlight the negative growth effects of remittances (Chami, Fullenkamp & Jahjah, 2003). The latter argue that remittances do not result in positive economic growth since the two variables are negatively correlated. There are also scholars who claim that remittances have no impact on economic growth of recipient countries (Barajas, Chami, Fullenkamp, Gapen & Montiel, 2009; Rao & Hassan, 2011). For these scholars, there is no causal relationship between remittances and economic growth of developing economies. All these conflicting empirical findings on the growth effects of remittances are to some extent, informed by the available theoretical literature conversing on the channels through which remittances impact economic growth. As a result of the contested literature, it is difficult for one to conclude on the impact of remittances on economic growth in a country like Tanzania.

This situation inspired the researcher to determine the relationship between international remittances and economic growth in Tanzania; and to contribute to the debate on whether international remittance has a positive or negative impact on economic growth.

1.7	Research Objectives 
1.7.1	General objectives of the Study
The main objective of this study is to analyze the influence of Remittances on economic growth in Tanzania. 

1.7.2	Specific Objectives 
i)	To examine the effect of international remittances on economic growth in Tanzania; and
ii)	To test the causal relationship between international remittances and economic growth in Tanzania.

1.8	Research Hypothesis
The following are testable hypotheses in this research, implied as questions that were considered appropriate for this study and, therefore, are subjected to empirical investigation. These hypotheses are stated in their null context as follows:
i)	HO1: International remittances have no significant effect on economic growth of Tanzania. 
ii)	HO2: There is no significant causal relationship between international remittances and economic growth of Tanzania.

1.9	Significance of the Study
The findings of this research would help to uncover the effects of international remittance on the economic growth in Tanzania, and to reveal the policy recommendations based on effect of international remittances in economic growth in Tanzania.

The findings of the research would also guide the policy makers to design structures and mechanisms to tap (leverage) directly into these capital foreign inflows from the Diaspora as an asset for investment and national development.

This study would also assist the remittances stakeholders including Tanzanian Diaspora and private institutions to construct a plan in which the optimistic features of the migration economic growth relationship can be reinforced and the pessimistic ones reduced in effect. 

1.10	Limitation of the study
The major limitations in this study are resources; these include financial constraints which made it difficult to engage enough research assistants and consequently the study could not be completed within the budgeted time. Inadequate funding also constituted a major limitation to this study. For instance, the inability of the researcher to acquire in time relevant econometric software and other related manuals for data analysis delayed the scheduled or timely completion of this research. The limitations were mitigated by the researcher fund.

1.11	Scope of the Study 
The research covers geographical area of United Republic of Tanzania. The study employed data covering a period of 30 years (1988 - 2017). The choice of this time is explained by the availability of data selected, as well as the fact of a remarkable rise in recorded remittance flows to Tanzania over this period. 












For the purpose of this research, Economic growth refers to an increase of a country’s productive capacity. Growth may be stimulated by an increase in the quality of the factors of production, such as labor and capital (Hardwick, et al, 1994). Economic growth can be measured in nominal or real (adjusted for inflation) terms. 
Traditionally; aggregate economic growth is measured in terms of gross national product (GNP) or gross domestic product (GDP), although alternative metrics are sometimes used. There are three methods to determine economic growth, that are; production approach, income approach and expenditure approach.

2.2.2	International Remittances
In the broadest sense, remittances refer to cash or in kind  transfers from one place to another (De Bruyn and Kuddus, 2005). The IMF (2006) defines remittances as  goods or financial instruments transferred by migrants living and working abroad for at least one year to residents of the home economies of the migrants. This definition is somehow questionable, in a manner it can not capture the overall size of international remittances, as it does not include short term workers (Ghosh, 2006; O’Neil, 2003). 

International Organization for Migration - IOM (2009) defines remittances more extensively as personal monetary transfers that migrant workers make to their relatives back in their country of origin. Similarly, ILO (2000) defines remittances as ‘migrant workers’ earnings (international remittances) sent back from the country of employment to the country of origin. 





2.3.1	 The Solow Model 
The neoclassical authors of the 19th century mostly had invested much effort and their concentration to the model due to the truth that, the Solow Model makes vibrant technical analysis  which abviuosly motivate neoclassical authors, and this is the reason behind why the model is known as “The neoclassical growth model”. The model demontrates long run economic growth by considering capital accumulation, labor or population growth, and increases in productivity, commonly referred to as technological progress. 

Solow Model states that; each input in production function is subjected to diminishing returns, concequently; it takes increasingly larger increments of the inputs to advance production size, while other things remain constants. The model is expressed by two equations, a production function and a capital accumulation equation (Serletis, 2007). The production function is the fundamental equation of the model. The model starts as follows: ….. (01). Therefore economic growth is prescribed in terms of output per capita. Each increase in k relatively to l will cause smaller and smaller increments of y, where k is capital and l stands for labor and y is output. Mwangi (2015) states that, capital accumulation equation is given as  Kt +1 − Kt = St – δKt ...... (02). This signifies that, shifting in capital from time t to time t+1 generates the change in the S savings.

The researcher has taken the first equation since it has direct relationship between the equation and the study. The first equation is a neoclassical production function of the Cobb – Douglas form in which output (GDP) is specified as a function of labor (L), capital (K), international remittances, and a technological factor or efficiency parameter (A). The equation explains how economic growths appear. Mwangi (2015) stresses that; accretion in the capital stocks through investment and supply of labour by population growth must occur to influence economic growth of the certain country based on Solow Model. Investment on capital stock relies upon reserve funds and remittance can be utilized as substitute to increase the domestic fund, hence increase in capital reserve. Subsequently, the positive multiplier effects of remittances’ consumption, can lead the advancement of the budgetary exercises and other development of the financial activities, distinctively; this condition bolded the likelihood of remittances as an elective capital that assists to improve individuals financial competence to invest in the economy as thusly can support up the total development.

In this research, the researcher decided to use extended solow growth model in which the Cobb – Douglas production function as a basic neoclassical model is amplified with the help of the shift variables. This type of model was used also by Mankiw et al. (1992) and Shahzad (2014). 

In this study, the researcher selected the extended Solow growth model for two reasons. Firstly, the Solow exogenous growth model, with constant returns, is easy to extend and estimate compared to a variety of endogenous growth models which need more complicated non – linear dynamic specifications and estimation of unobservable parameters like the inter – temporal elasticity of consumption substitution and the risk aversion rate etc. Bernanke and Gurkaynak (2001) and Greiner et al. (2004) have estimated such endogenous growth models, to estimate the permanent growth effects of variables like the saving rate and R&D expenditure. However, they have to make some assumptions about one or another crucial parameter to get plausible results. 

Secondly, there is no convincing evidence that endogenous growth models, with increasing returns, empirically perform better than the Solow model (see Jones (1995), Kohcerlakota and Ke-Mu Yi (1996), Parente (2001) and Solow (2000). Solow observed that “The second wave of runaway interest in growth theory the endogenous-growth literature sparked by Romer and Lucas in the 1980s, following the neoclassical wave of the 1950s and 1960s appears to be dwindling to a modest flow of normal science. This is not a bad thing.” Finally Bernanke and Gurkaynak (2001) have noted that the Solow growth model is also useful to evaluate other types of growth models if they have a balanced growth path.

2.3.2	Empirical Literature  Review
The economic significance of the remittances extraordinarily dictated by their end use whether they support current home utilization or resource accumulation. Hence, the final use of remittance is one of the essential issues of debate in the literature on remittance. Concurring with Barajas et al (2009), remittances affect growth in three different ways. Initially, by fortifying the rate of capital accumulation; remittances bring down the cost of capital in the beneficiary nation and increases the rate of physical and human capital such sort of condition potentially will quiet the economy and reduce the flightiness of capital with unpredictability. The second impact is identified with the resultant change in the labor force growth. Remittances may be has unhelpful effect on the labor force involvement as the remittance replace with labor income. Thirdly, remittances affect the proficiency of investment speculation by influencing Total Factor Productivity (TFP) growth. 

Bobeva (2005), for the first time, analyzed the transformation of remittances into investment and demonstrate how remittance streams are substantial wellspring of physical capital improvement. They discovered pessimistic impact and shown that the result of this question is not always positive. Through the study on 113 countries, Chami et al. (2003) found a negative relationship between remittances and economic growth as was found by Rajan and Subramaniam (2005). More to the point; the study by Catrinescu et al. (2009) which covered 114 countries, found out that neither positive nor negative relationship between remittances and growth. Also, the findings of Rahman’s (2009) with his study on Bangladesh, Pakistan, India and Sri Lanka appeared inconclusive.

An IMF study in 2005 on 101 countries declared that there was no statistical correlation between remittances and economic growth. Siddique et. al. (2010) through his discussion paper, provided evidence that in Bangladesh growth in remittances did not lead or prompt economic growth. Furthermore, Jongwanich (2007) scan the impact of international workers’ remittances on growth and poverty reduction in developing Asia - Pacific countries via panel data from 1993 to 2003. The findings recommend that, while remittances really have a significant impact on poverty reduction by increasing income, soften consumption and reducing the problem of capital constraints of the poor community, it has only an insignificant impact on economic growth working through domestic and local investment and human capital development.

Giuliano and Ruiz – Arranz (2009) examined the impact of remittances and financial development on growth and discovered that, despite the fact that in wide range remittances do not importantly affect growth, the effect is empowering and critical in nations with low budgetary advancement (estimated in four different ways – loans, deposits, credit, or M2 as a percentage of GDP). They contended that, this is evidence that agents compensate for the lack of development of local financial markets using remittances to erase liquidity constraints and to channel resources towards productive uses that encourage economic growth. 

The empirical evidence of earlier studies of the impact of international remittances on economic growth is exactly varied; when we open the opposite side of the coin, Stark and Lucas (1988); Taylor (1992); Faini (2002); and Solimano (2003) report an idealistic connection amongst remittances and monetary growth. In estimation of short and long run multipliers of remittances, Glytsos (2005) utilizes a Keynesian econometric model and in this way decides the effect of remittances on growth in five Mediterranean nations.  Through entire result of his assignment, he maintained that remittances had an optimistic impact on growth, whether they are directed towards investment or to increased consumption and imports. In extension, he discovered enormous fluctuations across time and countries for the effect of remittances on growth. 

By using a panel data set, Mundaca (2005) analyzed the effect of workers’ remittances on growth in Central American countries, the Dominican Republic and Mexico for 33 years. Through her examination, she found out that controlling for monetary advancement fortified and improved the positive effect of remittances on economic growth and she infered that budgetary advancement possibly prompts better utilization of remittances, subsequently boosting growth. 

McCaffrey (2007) examined the impact of migrant remittances on economic growth in developing countries which receive remittances. The outputs of the study recommend that, remittances had a positive impact on growth and that the impact increases at higher levels of remittances relative to GDP. Furthermore, remittances were reported to bring a further positive impact in countries with low domestic credit available, low capital formation, and low inflation. According to him, these results offered advance justification for the policy recommendations and propose some new policies to amplify the developmental impact of remittances which fall into two broad categories. These were steering remittances toward the most productive areas and creating a macroeconomic climate where remittances can have the greatest impact. 

Magai (2019) using the Autoregressive Distributed Lag Model, empirically analyzed the relationship between economic growth and the inflow of the remittances in Tanzania for the period from 1985 to 2017. He revealed that, remittances had a positive and significant effect on economic growth in Tanzania. According to him, this result proposal advance justification for policy – makers in Tanzania to endorse initiatives to attract huge amounts of personal remittances in the country in order to continue achieving the positive long-run relationship between remittances and economic growth. Also, they should pay more attention to policies that help to engage the diaspora for the development of the country. In this regard, he insists the Government to establish innovative schemes to trap the diaspora's cash.





The greater part of the research done on international remittances and economic growth are outside Tanzania (Pakistan, Nigeria and Kenya). Those which were done within Tanzania, include study conducted by Isoto et. al. (2017), which focused on Remittances and household nutrition: evidence from rural Kilimanjaro in Tanzania. Msuya (2017) examined the perceived and actual effects of remittances on poverty reduction and development in Tanzania from the viewpoint of Leicester – based Tanzanian Diaspora and the remittance receivers’ in Tanzania. Most of the studies that were cited prior had no direct relation with this study. The best current and relevant study about remittance and economic growth in Tanzania is the one which was conducted by Magai in 2019. Magai (2019) using the Autoregressive Distributed Lag Model, empirically analyzed the relationship between economic growth and the inflow of the remittances in Tanzania for the period from 1985 to 2017. Therefore, the gap of this study is justified by the main three aspects; the remittances and economic growth which is still in a juvenile stage that needs more attention. Again, there are variations of results over the variables examined vis-à-vis economic growth in Tanzania. Therefore, the researcher intends to investigate the effect of international remittance on economic growth in Tanzania to put stresses on the sector due to the increasing of inflows of international remittances in economy. 

2.3.4	Conceptual Analysis That Examines How The International Remittances Received Has An Effect on GDP Per Capita










The chapter presents the methodology used to conduct study. Several aspects related with research methodology are described to give out a clear picture on how the study was designed, data collected, processed so as to arrive at the presented findings. Furthermore; the chapter explains data analysis plan, econometric model, variables and their measures and lastly estimation techniques used. 

3.2	Area of the Study
The United Republic of Tanzania is located in Eastern Africa, bordering between Mozambique in the south area and Kenya and Uganda in the north area between latitude 6o south and 35o east of the equator. Tanzania has a total land area of 885,800 km2. According to 2012 Population and Housing Census (PHC) projections, Tanzania had a population of 47,421,786 in 2014 with density of 54 people per square kilometer and annual population growth rate of 2.8 percent. The economy depends largely on agriculture, which employs about 80 percent of the work force.
 
The study focus Tanzania since the remittances and economic growth are in a juvenile stage that needs more attention. Also, there are variations of results over the variables examined vis-à-vis economic growth in Tanzania. Therefore, the researcher intends to investigate the effect of international remittance on economic growth in Tanzania to put stresses on the sector due to the increasing of inflows of international remittances in economy.
3.3	Research Design
This study aims to analyze the influence of remittances on economic growth in Tanzania. This phenomenon requires quantitative research design in order to be correctly examined. Due to the fact that, the relationship between remittance and economic growth required to be tested using various econometric tools as explained in the data analysis part. This study also adopted a Causal research design to obtain the required information. The researcher chose this research design because the main goal of causal research is to identify cause –and – effect relationships among the variables. 

3.4	Data Collection Methods
The study relied on secondary data. Data for Personal remittances were collected from International Monetary Fund database while Foreign direct investment, Consumer price index, Net trade in goods and services, GDP per capita, General government final consumption, Labor force and Official exchange rate were collected from the World Bank database.

3.5	Data Analysis Plan
This study employed a statistical package for Windows used mainly for time-series oriented econometric analysis (E - view) which is the worldwide leader in windows-based econometric software. Commonly used to analyse issues like regression and correlation analysis, tables, graphs and other charts were produced, a case-by- case analysis  were  combined  with  cross  case  analysis  to establish  patterns  as well as unique  experiences. 
3.5.1	Econometric Model
This study employed extended Solow Growth Model to investigate the effect of international remittance on economic growth in Tanzania for the period of 30 years. The model has direct connection with neo - classical assumptions, given that; it is presupposed a multifactor of production function that consist of labor and capital assumed to be substituted closely. The production function is growing in each input, and has the marginal diminishing of product. 

The production function demonstrates constant returns to scale such that: ZY=F (ZK, ZL). Hence, zero units of input are utilized for either L or K, in that case nothing is generated as a consequence F (K, 0) = F (0, L) = F (0, 0) = 0. There are two equations in this model; a production function and a capital accumulation equation. 

The production function is given by: Y= F (K, L). Y is output, K is capital and L is labor. Capital stocks comprise of infrastructures like; factories, land, road, railway, plant and machinery, bridge, and labour signifying active population in economy of certain country. As a result, for an economy of a country to develop based on this model, it requires to increase stocks of capital through investment and supply of labor through population growth. Since an investment on capital stock is determined by savings and remittance can stand as substitute or to increase the family or domestic funds as consequently amplify capital funds. 

According to Solow (1956) Growth Theory, long – term economic growth is determined by exogenous changes in technology, growth of the labour force and exogenous growth of saving rates which in turn increases capital accumulation since the researcher was convinced to employ the model because it had directly a window to add other varibles.   In this regards, all control variables were expected to have positive signs implying the positive influence of these variables on growth.
i)	Model – I
…………………………………………………………….1
By applying A as International remittances denoted by lnR
………………..……………………………….………...2
By applying the logarithm in the equation 1, then we get the following:	 
Hence   are the factors that contribute to the economic growth and assumed to have a linear relationship with growth. 

Whereas; 
𝑌𝑡 = real gross domestic product per capita at time t 
InR𝑡 = Factor that promote GDP at time t 
𝑡 = is the symbol which shows the period for each observation at time t 
𝐾𝑡 = capital formation at time t 
𝐿𝑡=lalour forces in an economy at time t 
ii)	Model - II
………………………………………………..….………...1
By applying the logarithm in the equation 1, then we get the following: 
 
Hence   are the International Remittances that flow in Tanzania economy.
3
Therefore, the general model will be
 
Where: 
Yt = GDP per capita at time t
It = Foreign direct investment, net inflows at time t
Xrtt = Official exchange rate at time t
Inflt = Consumer price index at time t
Netexpt = Net trade in goods and services at time t 
Hkt = Labor force, total at time t
InRt = Personal remittances received at time t.
Gov'tt = General government final consumption at time t
β1,.......β8 = Show the variability of A due to the change of respective variables
εt = error term at time t Variables and their measures.

3.5.2	Variables and Their Measures
The choice and categorization of these variables based on the studies done by scholars such as; Magai (2019), Mwangi (2015), Chowdhury (2015) and Mayer & Shera, (2017). Categorizations of the variables are also highly emphasized by famous researchers, IMF, World Bank, and ADB. Therefore, these variables play the most important role in the results of remittances.  Each of the variables found to be significant in examining the effect of International Remittances on economic growth in Tanzania, since this research uses the extension of Solow model used by Mankiw et al. (1992) in which the Cobb – Douglas production function as a basic neoclassical model offers a new factor to consider when analyzing country’s productivity.





The dependent variable of this study is GDP per capita. GDP per capita is gross domestic product divided by midyear population. This study used GDP per capita to determine the extent of how an international remittance increases the value to the GDP per capita, because it could reflect the real purchasing power of every person in the economy. Example of studies that have used GDP per capita as a measure of economic growth included the study done by Magai (2019), Bett (2013) and Fayissa et al. (2010). 
 
3.5.2.2	Independent Variable
Since the main objective of this research was to examine the effect of international remittances on economic growth, the researcher decided to select the independent variables that seemed to contribute to GDP per capita. The independent variables were chosen according to earlier studies on remittances and growth, examples of these studies are Chowdhury (2015) and Mayer & Shera, (2017). The independent variables were included to get closer to the true effect remittances had on economic growth. When omitting variables that correlate with both GDP per capita and remittances received, omitted variable bias occurs. This meant that the result did not represent the true effect remittances had on the GDP per capita. Therefore, independent variables were included because they correlated with both remittances and human development in which economic growth included, (Stock & Watson, 2012).






Table 3.1: Summary of definition of variables, its measurement and data sources
Variables name	Definition	Source
GDP per capita (constant 2010 US$)	GDP per capita is gross domestic product divided by midyear population. GDP is the sum of gross value added by all resident producers in the economy plus any product taxes minus any subsidies not included in the value of the products. It is calculated without making deductions for depreciation of fabricated assets or for depletion and degradation of natural resources. Data were in constant 2010 U.S. dollars.	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.
Foreign Direct Investment, net inflows (BoP, current US$)	Foreign direct investment refers to direct investment equity flows in the reporting economy. It is the sum of equity capital, reinvestment of earnings, and other capital. Data are in current U.S. dollars.	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.
Personal remittances, received (current US$)	Personal remittances comprise personal transfers and compensation of employees. Data are in current U.S. dollars.Note: Personal transfers consist of all current transfers in cash or in kind made or received by resident households to or from non-resident households. Personal transfers thus included all current transfers between resident and non-resident individuals. Compensation of employees refers to the income of border, seasonal, and other short-term workers who are employed in an economy where they are not resident and of residents employed by non-resident entities. Data are the sum of two items defined in the sixth edition of the IMF's Balance of Payments Manual: personal transfers and compensation of employees.	International Monetary Fund website
Consumer price index (2010 = 100)	Consumer price index reflects changes in the cost to the average consumer of acquiring a basket of goods and services that may be fixed or changed at specified intervals, such as yearly. The Laspeyres formula is generally used. Data are period averages.	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.
General government final consumption expenditure (current US$)	General government final consumption expenditure (formerly general government consumption) includes all government current expenditures for purchases of goods and services (including compensation of employees). It also includes most expenditure on national defence and security, but excludes government military expenditures that are part of government capital formation. Data are in current U.S. dollars.	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.
Labour force, total	Labour force comprises of people aged 15 and older who supply labour for the production of goods and services during a specified period. It includes people who are currently employed and people who are unemployed but are seeking work as well as first-time job-seekers. Not everyone who works is included, however, unpaid workers, family workers, and students are omitted.	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.
Net trade in goods and services (BoP, current US$)	Net trade in goods and services is derived by offsetting imports of goods and services against exports of goods and services. Exports and imports of goods and services comprise all transactions involving a change of ownership of goods and services between residents of one country and the rest of the world. Data are in current U.S. dollars.	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.
Official exchange rate (LCU per US$, period average)	Official exchange rate refers to the exchange rate determined by national authorities or to the rate determined in the legally sanctioned exchange market. It is calculated as an annual average based on monthly averages (local currency units relative to the U.S. dollar).	World Bank.Selected Data extract from World Development Indicators 1988 – 2017.








Since the nature of data is macroeconomic variable that tends to fluctuate over time, therefore before undertaking analysis a researcher did the stationarity with respect to variable under study. To determine the long run relationship between variables identified in the model, it was necessary to ensure that, the variables were stationary and co-integrated. 

3.5.4	Stationery and Unit Root Testing
A stationary series can be defined as one with a constant mean, constant variance and constant auto – covariance for each given lag, an examination of whether a series can be viewed as stationary or not was essential for the following reasons. 
i)	The use of non – stationary data can lead to spurious regressions.  Therefore, if standard regression techniques are applied to non-stationary data, the end result could be a regression that ‘looks’ good under standard measures (significant coefficient estimates and a high R2), but which is really valueless  whereby such model would be termed a spurious regression (Engle & Granger, 1987).
ii)	If the variables employed in a regression model are not stationary, it is therefore not possible to validly undertake hypothesis tests about the regression parameters. In other words, the usual t-ratio was not following a t-distribution, and the F-statistic did not follow an F-distribution.
iii)	Therefore, in order to validly undertake hypothesis tests about the regression parameters and avoid the spurious result, the researcher tested the unit root test to check whether the variables were stationary or not. This was done by looking at the sample mean of time series variables which should have zero value (constant mean). In determining whether a series is stationary or non – stationary the researcher employed Augmented Dickey Fuller (ADF) test which was suitable for the model that include the term dependent variables as independent variables (Dickey & Fuller, 1988) and the Phillips – Perron (PP) tests for unit root and 5% critical value was selected.

3.5.5	Correlation
If the data were not stationary a researcher would test the first difference and if not second difference then proceeded with checking the relationship between the variable using peasant coefficient correlation methods.

3.5.6	Co – integration
A set of variables is co – integrated if a linear combination of them is stationary. Many time series are non-stationary but ‘move together’ over time, there exist some influences on the series which imply that the two series are bound by some relationship in the long run. A co-integrating relationship may also be seen as a long – term or equilibrium phenomenon, since it is possible that co-integrating variables may deviate from their relationship in the short run, but their association would return in the long run. 

The famous way of testing of whether variables are co-integrated is to test the stationary of the least squares residuals by using the ADF and PP test. If there were no co-integration, there would be no long-run relationship binding the series together. The series could wander apart without bound, such an effect would arise since all linear combinations of the series would be non-stationary and hence would not have a constant mean that would be returned to frequently. If the variables are co-integrating the time series variables could be estimated by using the ordinary least squares (OLS) or Vector error correlation model (VECM) which allow for the separation out of long run and short run impacts. 





4.0	DATA ANALYSIS AND DISCUSION

4.1	Introduction
Chapter four presents data analysis and discussion of the main themes of the research. The chapter presents the estimation procedure which gave out the results of the findings. It starts by reporting the descriptive statistics which provided the measures of various summary statistics. The unit root test and the co – integration test results are presented. Furthermore, reports of the Granger causality and the policy implication of the findings are presented and discussed.

4.2	Estimation Procedure
The time series properties of the data employed in the estimation equation is tested for stationary Using Augmented – Dick – Fuller (ADF) unit root test in order to avoid the problem of spurious regression. To investigate existence of long run relationship among the variables in estimation, the Johansen test for co – integration was used. Multiple regression equation model was used  on the functional form, on which econometric model was based.

4.3	Descriptive Statistics
The descriptive statistics disclose estimated normality in the data distribution of each variable in terms of skewness and kurtosis 1970. The value for kurtosis in each variable is below the benchmark for normal distribution of 3 which confirms near normality. The ratio of mean over median is approximately one which indicates the normality of the variables. The skewness is a measure of the symmetry of the histogram; the bench mark for symmetrical distribution i.e. for the skewness is how close the variable is to zero.





Table 4.1: Statistical observations for each variable


















Correlation analysis has the role to establish the path of the relationship between the dependent and independent variables. The Pearson product moment correlation coefficient is a measure of the strength of a linear association between two variables and is indicated by r. The relationship between two variables, and the nature of that relationship, is measured by a statistical correlation coefficient whereby, the numerical values can range from minus one (-1.00) through zero (0) to plus one (+1.00). A value greater than 0 indicates a positive association, that is, as the value of one variable increases so does the value of the other variable. A value less than 0 indicates a negative association, that is, as the value of one variable increases the value of the other variable decreases.
 



















**. Correlation is significant at the 0.01 level
Source: Author’s compilation using E-VIEW, 2020.
Table 4.2 gives a summary of the correlation between the dependent variables and the explanatory variables. The researcher found out that GDP per capital had positive statistical significant correlation with international remittances by  0.892. This implies that when international remittances increased by 0.892 the GDP per capital also increased by that coefficient. This suggest that the null hypotheses of non statistical significant correlationwas therefore rejected.

Also, the study found out that GDP per capital had positive statistical significant correlation with Foreign Direct Investment by 0.876. This indicates that, when Foreign Direct Investment increased by 0.876 GDP per capital grew up by the same percent. This means that, international remittances had an effect on the economic growth in Tanzania by escalating the decreasing external sources of capital in the form of foreign aid, foreign direct investment, and/or private investments to Tanzania. 

4.5	Unit Root Test
The study performed the unit root test to check the stationary of level of the series that had been employed in the regression analysis. The major aim of undertaking the unit root test was to examine at what level (order) the series were stationary. The time series property of each variable was examined using the Augmented Dickey Fuller (ADF) and the Phillips-Perron (PP) test for the unit root. 

This study employed the ADF and PP tests for unit root and 5 percent critical value was selected. The PP tests was necessitated by the fact that the ADF statistics has limitations of lower power and it tends to under – reject the null hypothesis of unit root (Wilson & Sheefeni, 2014). 






Table 4.3: Unit root tests


















Source: Author’s compilation using E-VIEW, 2020.
Note: 	Stationary test based on significance level at 5 percent. (α = 0.05)
	I(0) indicate series carried at level, 
I(I) indicate series carried at first difference and;
I(2) indicate series carried at second difference.




4.6	Co – Integration Test
Co – integration is generally defined as a concept which mimics (imitate) the existence of the long run equilibrium relationship among the variables. The Co-integration rank (R) can be formally tested with the trace and the maximum eigenvalue statistics.

Table 4.4: Co-integration analysis based on trace statistic
No. of CE(s)	Eigenvalue	Statistic	Critical Value	Prob.**
				
None *	0.995565	406.8306	159.5297	0.0000
At most 1 *	0.922025	255.1191	125.6154	0.0000
At most 2 *	0.884119	183.6807	95.75366	0.0000
At most 3 *	0.803297	123.3354	69.81889	0.0000
At most 4 *	0.762086	77.80566	47.85613	0.0000
At most 5 *	0.511415	37.60200	29.79707	0.0052
At most 6 *	0.405877	17.54723	15.49471	0.0242
At most 7	0.100591	2.968487	3.841466	0.0849
Source: Author’s compilation using E-VIEW, 2020.

Table 4.5: Co-integration analysis based on Max Eigen value
No. of CE(s)	Eigenvalue	Statistic	Critical Value	Prob.**
None *	0.995565	151.7116	52.36261	0.0000
At most 1 *	0.922025	71.43841	46.23142	0.0000
At most 2 *	0.884119	60.34526	40.07757	0.0001
At most 3 *	0.803297	45.52974	33.87687	0.0013
At most 4 *	0.762086	40.20366	27.58434	0.0007
At most 5	0.511415	20.05477	21.13162	0.0702
At most 6 *	0.405877	14.57875	14.26460	0.0446
At most 7	0.100591	2.968487	3.841466	0.0849
Source: Author’s compilation using E-VIEW, 2020.
Max-eigenvalue test indicates 5 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

The results for Johnsen Co-integration test based on the trace and the maximum eigen value statistics are presented in Table 7 and 8. The trace statistic either rejects the null hypothesis of no co - integration among the variables (Ho: r = 0) or does not reject the null hypothesis that there is one co - integration relation between the variables (Ho: r = 0). Start by testing Ho: r = 0. If it rejects, repeat for Ho: r =1. 

In this test, the null hypothesis which states that there is no co – integration among the international remittances, GDP per capita, Consumer price index, Official exchange rate, Foreign Direct Investment, General government final consumption expenditure, Labor force and Net trade in goods and services at the 5 percent level was rejected as the trace statistics value was less than critical value. 

The hypothesis that there is five co – integration model in this system (Ho: r =5) is not rejected at the 5 percent level as the trace statistics value was greater than critical value for Economic growth (GDP per capita) values (151.7116 > 52.36261 ) and international remittances (255.1191 > 125.6154). Max statistics tests results are there where there is one co -integration test result presented. This system (Ho: r =1) was not rejected at the 5 percent level as the max statistics value was greater than critical value for GDP per capita values (151.7116 > 52.36261).

The series is co – integrated between the variables, which implied that, international remittances had an effect on economic growth and there was long run relationship between these two variables. Since the existence of a long run relationship had been established between these variables, the short run dynamics of the model can be established within an error correction model (Mahdi & Masood, 2011) since the estimated equation was:-
  
4.7	Results of Long Run Vs Short Run Causality 
4.7.1	Results of Long Run Causality
The result shows that since the value of C(1) is positive (0.019770) but it is statistically significant, this implies that there was no long run causality running from remittance to real GDP per capita. (Table 9). The result of this study is similar to the findings obtained from the study done by Datta and Sarkar (2014) which revealed that there was no long – run causal relation between the remittance and GDP per capita. This result suggests that; workable policy or programs needs to be introduced by the United Republic of Tanzania to encourage the utilization of remittance for productive sector to promote long run economic growth. Country with less financial development will get benefit from remittance than the country which is financially developed (Giuliano & Arranze, 2009). 

Table 4.6: Results of system equation for long run causality
Dependent Variable: D(LNGDP)	Coefficient	Std. Error	t-Statistic	Prob.
C(1)	CointEq1	0.019770	0.014700	1.344915	0.1918
Source: Author’s compilation using E-VIEW, 2020.

4.7.2	Results of Short Run Causality
Table 4.7 presents the summary of the short run causality analysis for the studied explanatory variables on why they react to the dependent variable. The result found out that there was no a short run causality run from remittance to GDP per capita due to the value of the probability of Chi – square result being 0.1787 which is greater than 0.05. 

The same result was obtained from the study conducted by Ahmed and Hakim (2017) which indicates that there was no short – run causal relationship between remittances and GDP per capita. Thus, the responsible stakeholders in United Republic of Tanzania should implement appropriate policies and to invest in the vital assets and frameworks to accommodate the results.


Table 4.7: Results of wald test for short run causality
Test Statistic	Value	Df	Probability
Null Hypothesis One: No Short Run Causality Run from Remittance to GDP per capita
F-statistic	 1.808797	(1, 23)	 0.1918
Chi-square	 1.808797	 1	 0.1787
Source: Author’s compilation using E-VIEW, 2020.

4.8	Granger Causality
The Granger Causality test is a statistical hypothesis test for determining whether one time series (​https:​/​​/​en.wikipedia.org​/​wiki​/​Time_series​) is useful in forecasting (​https:​/​​/​en.wikipedia.org​/​wiki​/​Forecasting​) another. First it was proposed in 1969. Regressions reflect "mere" correlations, but Clive Granger argued that causality in economics could be tested for by measuring the ability to predict the future values of a time series using prior values of another time series. Since the question of "true causality" is deeply philosophical, because of the post hoc ergo propter hoc fallacy of assuming that one thing preceding another can be used as a proof of causation. Econometricians assert that the Granger test finds only "predictive causality".
A time series X is said to Granger-cause Y if it can be shown, usually through a series of t – tests and F – tests on lagged values (​https:​/​​/​en.wikipedia.org​/​wiki​/​Lag_operator​) of X (and with lagged values of Y also included), that those X values provide statistically significant information about future values of Y.

Table 9 shows the results of Granger Causality tests between economic growth (GDP per capita), consumer price index, official exchange rate, Foreign Direct Investment, general government final consumption expenditure, labor force, international remittances received and net trade in goods and services.






Table 4.8: Granger causality tests for variables
Null Hypothesis:	Obs	F-Statistic	Prob.
 LNRM does not Granger Cause LNGDP	 28	 0.22946	0.7968
 LNGDP does not Granger Cause LNRM	 3.63853	0.0424
			
 LNEXR does not Granger Cause LNGDP	 28	 2.82019	0.0803
 LNGDP does not Granger Cause LNEXR	 5.72800	0.0096
			
 LNFDI does not Granger Cause LNGDP	 28	 7.86337	0.0025
 LNGDP does not Granger Cause LNFDI	 0.54954	0.5846
			
 LNGEX does not Granger Cause LNGDP	 28	 0.23824	0.7899
 LNGDP does not Granger Cause LNGEX	 4.72318	0.0191
			
 LNLAB does not Granger Cause LNGDP	 28	 3.43143	0.0496
 LNGDP does not Granger Cause LNLAB	 8.41694	0.0018
			
 LNCPI does not Granger Cause LNGDP	 28	 4.38070	0.0244
 LNGDP does not Granger Cause LNCPI	 3.55420	0.0452
			
LNTRD does not Granger Cause LNGDP	 28	 0.52344	0.5994
 LNGDP does not Granger Cause TRD	 2.02220	0.1552




4.9	Discussion and Implication of the Study
This section presents the empirical analysis of the findings for the data used by this study. It first presents the results of the first econometric model which looks at the relationship between internationl remittance and GDP per capita. 

4.9.1	Effect of International Remittance on Economic Growth (GDP per capita)
The results obtained in the estimation of coefficients from seven independent variables show that international remittance had coefficient value 0.019770. The result of p-value was 0.1918 which is greater than 0.05. These results indicated that null hypothesis should not be rejected and concluded that remittance had no significant effect on the level of GDP per capita. 

Mostly remarkable thing in relation to this result is that; it is negatively warning, clearly suggesting that remittances inflow is very pessimistic and distresses the GDP per capita.The finding suggests that, the remittances inflows to Tanzania may actually be channeled into the expenditure of imported goods. This gives the intuition that remittances flows were potentially unsafe to the young economies of Tanzania, if counteractive policies actions to channel this flows into productive use were not formulated and enforced.

The result of this study is correlates with findings obtained from the study done by Chami and Jahjah (2003)  whereby findings revealed that the international remittance had no significance effect to GDP  per capita. That study accounted three technique facts: firstly, that a “significant proportion, and often the majority” of remittances were spent on consumption. Secondly, that a smaller part of remittance funds went into saving or investment; and thirdly, the ways in which remittances were typically saved or invested in housing, land and jewelry were “not necessarily productive” to the economy as a whole. In a discussion paper, Siddique et. al (2010) provided an evidence that, growth in remittances did not cause economic growth in Bangladesh. In addition, an IMF study in 2005 on 101 countries, declared that there was no statistical correlation between remittances and economic growth. 


This research coupled with the result of Jongwanich’s study (2007) who scanned the impact of international workers’ remittances on growth and poverty reduction in developing Asia-Pacific countries via panel data from 1993 to 2003. The result advocated that, while remittances really had a significant impact on poverty reduction by increasing income, softening consumption and reducing the problem of capital constraints of the poor community. it had only insignificant impact on economic growth working through domestic and local investment and human capital development.






















Source: Author’s compilation using E-VIEW, 2020
Note:  LNRM represents the natural logarithms for Personal remittances received;
LNLAB represents the natural logarithms for Labor force;
LNEXR represents the natural logarithms for Official exchange rate;
LNGEX represents the natural logarithms for General Government final Consumption Expenditure;
LNCPI represents the natural logarithms for Consumer Price Index;
LNFDI represents the natural logarithms for foreign Direct Investment; and
LNTRD represents the natural logarithms for Net trade in goods and services.

4.10	Policy Implications of the Findings
A numbers of policy issues obviously happen from the empirical findings of this research. Firstly, the international remittances flow to Tanzania is realized to have insignificant effect on GDP per capita over the study period. This signifies that most of the received remittances were not distributed into productive channel. Strategically, Policy actions were required to enhance tracking of these flows and to encourage its channeling into more economically productive uses. This could be accomplished by endorsing laws and regulations that required compulsory documentation of every remittances flows at the spot of collection by beneficiaries. That documentation was supposed to have information on share of receipts for definite and very specific consumption, for example, community projects, investment in stocks accumulation, health, feeding, education, rental fee for housing and construction projects. Through these policy guidelines, all remittances inflow through standard channels would sufficiently and effectively be tracked. 

In order to promote channeling of remittances into more economically productive uses, Tanzania needs a policy that facilitates the banking system to employ remittances flow like security in broadening credit facilities to potentially enterprising remittance recipients. In substitute ways, the Central Bank of Tanzania and other subsidiary monetary authorities in Tanzania need to come up with the policy that assure loan facility to every regular remittance recipient who indicates interest to use such credit for investment intentions only. Evidently, the remittance receivers must exhibit persuasive practicable business ideas to the commercial banks that are participate in the Credit Guarantee Scheme. Furthermore, the flows of remittances to the beneficiary should be standard and steady over a specified period of time.

The Tanzanians in Diasporas have not established adequate concentration in investment opportunities at home, in view of the fact that; it has been revealed from the empirical results that; remittances flow to Tanzania is mainly financial flows rather than capital flows. The strategies that encourage Diasporas to invest directly is devoid of passing through third parties should be discouraged so as motivate the obligation of the Tanzanian Diasporas to invest back home. Optimistically, this will guide against the occurring problem of uneven distribution of information to Diasporas and associated problems in transactions of the remittances. 










This chapter highlights the research problem, research hypotheses, methodology, theoretical framework as well as the key findings of the research. The chapter exposes the policy implications with recommendations as well as depicting areas for further research.

5.2	Conclusion 
The general objective of this research was to analyze the influence of remittances on economic growth in Tanzania. In Tanzania there has been an increasing attention on the growing volume of official Diaspora remittances and their potential contribution to the economic growth. This is so despite the fact that, their position in economic growth and development remains unclear. Therefore; the researcher intended to examine the effect of international remittances on economic growth in Tanzania as well as to test the causal relationship between international remittances and economic growth in Tanzania. 

The specific objectives of the research were to examine the effect of international remittances on economic growth in Tanzania and to test the causal relationship between international remittances and economic growth in Tanzania. To achieve these specific objectives, the researcher developed two hypotheses which were considered appropriate for this study. These hypotheses were stated in their null context as follows: -
i)	International remittances have no significant effect on economic growth of Tanzania and
ii)	There is no significant causal relationship between international remittances and economic growth of Tanzania.

The study utilized both the Augmented Dickey-Fuller (ADF) and the Philip Perron (PP) tests to examine the properties of the variables. The research used secondary data; that were collected from the World Bank database and International Monetary Fund. The study engaged data covering a period of 30 years (1988 - 2017). The research employed a statistical package for Windows used mainly for time – series oriented econometric analysis (E - view) which is the worldwide leader in windows – based econometric software.  The study employed extended Solow Growth Model to investigate the effect of international remittance on economic growth in Tanzania.

The researcher used extended Solow Growth Model. Because the model demontrates  long run economic growth by considering capital accumulation, labor or population growth, and increases in productivity, commonly referred to as technological progress. Solow Model states that; each input in production function is subjected to diminishing returns. The model is expressed by two equations, a production function and a capital accumulation equation. The first equation is a neoclassical production function of the Cobb – Douglas form. The researcher has taken the first equation since it had direct relationship between the equation and the study. The equation explains how the economic growths appear. 

The results obtained in the estimation of coefficients from seven independent variables showed that remittance had coefficient value 0.007647. The result of t-statistics of the variable remittance was 0.682475 which is less than 2 and p-value was 0.5024 which again greater than 0.05.These findings indicate that null hypothesis should not be rejected and concluded that international remittance had no significant effect on the economic growth in Tanzania. 

The result of granger causality base on the second hypothesis showed that; p-value for the null hypothesis was 0.7968 which is greater than 0.05 and therefore null hypothesis could not be rejected and it was concluded that international remittances did not granger cause economic growth (GDP per capita).

5.3	Recommendations
For decades, many governments in developing countries had established an extensive policy measures to encourage Diasporas to increase the inflow of remittances to their homeland and to direct these flows to socio – economic consumptions. A chief complexity with implementation of these policy measures is that remittances are essentially private transfers. Furthermore, besides these measures on the transfers, campaign must often take the form of incentives rather than compulsory requirements. Given this understanding and on the basis of findings of this research, the following recommendations were considered necessary for the international remittances to have an effect on economy growth in Tanzania:
i)	The establishment of a credit guarantee scheme by Central Bank of Tanzania. The policy should be designed to divert remittances receipt into more productive uses. Every regular remittances recipient who indicates interest to use such credit for investment purposes only should be extended the facility. Such recipients must however demonstrate convincing viable business ideas to the participating banks (in the credit guarantee scheme) and the stream of remittances flows to the beneficiary must have been regular and stable over a specified minimum period of time.
ii)	The joint venture approach to financing community development projects is strongly recommended. Such joint venture should be between government and the Diaspora and possibly coordinated by various leaders in the benefiting communities. The idea here is that this strategy will encourage Diasporas as remitters and the beneficiaries to use a proportion of remittances to  fund community development projects, with joint-financing  provided  in  the  form  of  public  subvention  by the government.
iii)	Development of unique Banking Products for Diasporas. Commercial Banks can design ‘Real Estate Investment Products’ that are attractive to Diasporas in their country of origin. The real estate market hopefully would constitute the main investment niche for migrants in their country of origin.
iv)	The option of using Diaspora bonds to raise needed vital foreign exchange for development in Tanzania economies may be considered to a great extent. However, this option will only be attractive to the Diaspora if the issues of good governance, transparency and the rule of law are made sacrosanct by the governments.
v)	The need to engage all remittances recipients for enhanced data gathering and management system is recommended. The monetary authorities in Tanzania should set up data gathering desk in every bank serving as a remittance payment outlet within the country. The policy should be created and compulsorily require every remittance recipient to declare and document the expected expenditure details of amount received. Such details should include information on share of receipts for specific uses such as: investment in stocks, education, health, feeding, housing/rent, and building, construction activities, and social or community projects.

5.4	Areas for Further Research
There are numerous areas that call for further research. The study sought to investigate the effect of Diaspora remittances on the economic growth. However, the variables used in the study were not extensively discussed. Future research can integrate macroeconomic variables such as; consumer price index, official exchange rate, general government final consumption/expenditure, labor force, and net trade in goods and services and interest rates. The study of what are the determinants of remittances can support the authority like Central Bank of Tanzania to work on spots that will boost the economy. 

This study did not investigate the interaction between International remittances inflows and other variables such as; international remittances inflows vis-a-vis consumer price index, international remittances inflows in relation to official exchange rate, international remittances inflows with reference to Foreign Direct Investment, international remittances inflows in respect of general government final consumption/expenditure, international remittances inflows and labor force, international remittances inflows along with net trade in goods and services as explanatory variables in the estimation of the effect of international remittances on Tanzania’s economic growth as explanatory variables. 

A study that will include the interaction of those aforementioned variables as explanatory variables of economic growth will complement this study. This will notify our policy makers to choose whether they require pursuing mutual or separate policies regarding the variables which determine economic growth.
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APPENDIX
Appendices 1: Selected Data extract from World Bank Database 1988 - 2017
Year	Personal Remittances, Received (USD)	Foreign Direct Investment, Net Inflows (USD)	Consumer Price Index	Net Trade in Goods and Services (USD)	GDP per Capita (USD)	General Government Final Consumption Expenditure (USD)	Labour Force, Total	Official Exchange Rate (Per USD)
1988	                 263,012 	                 3,760,000 	        4.978 	-           792,540,327 	      473.70 	             393,475,945 	         10,724,072 	         99.29 
1989	                 673,262 	                 5,840,000 	        6.265 	-           810,235,027 	      476.60 	             575,221,782 	         11,105,521 	      143.38 
1990	              1,609,536 	                       10,000 	        8.509 	-           935,639,396 	      494.20 	             756,967,618 	         11,486,970 	      195.06 
1991	              2,545,810 	                       10,000 	      10.951 	-       1,024,720,055 	      488.08 	             938,713,454 	         11,868,419 	      219.16 
1992	              3,482,084 	               12,169,639 	      13.343 	-       1,100,232,135 	      474.64 	             903,623,381 	         12,280,548 	      297.71 
1993	              4,418,358 	               20,457,764 	      16.716 	-       1,256,221,665 	      464.53 	             825,416,878 	         12,711,401 	      405.27 
1994	              5,354,632 	               50,000,895 	      22.413 	-           874,960,725 	      456.89 	             772,129,398 	         13,147,052 	      509.63 
1995	                 840,348 	             119,936,654 	      28.561 	-           874,214,415 	      459.17 	             605,532,693 	         13,578,516 	      574.76 
1996	           19,318,019 	             150,066,382 	      34.552 	-           794,314,714 	      466.81 	             750,597,395 	         13,962,425 	      579.98 
1997	              1,586,284 	             157,885,064 	      40.112 	-           715,155,575 	      470.72 	             636,567,027 	         14,345,732 	      612.12 
1998	           11,500,423 	             172,306,245 	      45.246 	-       1,162,345,585 	      475.93 	         1,143,915,969 	         14,734,670 	      664.67 
1999	              7,200,009 	             516,700,642 	      48.816 	-       1,008,601,957 	      486.41 	         1,128,362,178 	         15,136,629 	      744.76 
2000	              8,000,015 	             463,400,859 	      51.708 	-           689,002,428 	      497.20 	         1,189,734,992 	         15,557,551 	      800.41 
2001	           15,253,000 	             549,270,351 	      54.369 	-           442,983,960 	      512.97 	         1,231,493,144 	         15,991,608 	      876.41 
2002	           12,000,000 	             395,567,134 	      57.261 	-           244,160,607 	      534.70 	         1,420,203,215 	         16,439,968 	      966.58 
2003	              8,900,000 	             318,401,299 	      60.297 	-           490,549,901 	      555.50 	         1,789,999,027 	         16,907,346 	   1,038.42 
2004	           13,798,418 	             442,539,548 	      63.153 	-           842,287,442 	      581.77 	         2,168,039,615 	         17,400,359 	   1,089.33 
2005	           19,366,300 	             935,520,592 	      66.333 	-       1,233,237,687 	      610.82 	         2,875,101,135 	         17,923,733 	   1,128.93 
2006	           15,380,675 	             403,038,991 	      71.142 	-       1,667,765,484 	      620.06 	         3,321,581,596 	         18,467,845 	   1,251.90 
2007	           25,461,384 	             581,511,807 	      76.140 	-       2,172,024,930 	      651.90 	         3,990,435,614 	         19,052,465 	   1,245.04 
2008	           36,819,748 	         1,383,260,000 	      83.966 	-       3,096,600,481 	      666.81 	         4,406,746,009 	         19,673,624 	   1,196.31 
2009	           39,827,094 	             952,630,000 	      94.162 	-       2,403,363,303 	      680.81 	         4,998,106,913 	         20,317,932 	   1,320.31 
2010	         344,287,553 	         1,813,200,000 	   100.000 	-       2,684,369,999 	      701.60 	         4,622,652,432 	         20,977,802 	   1,395.62 
2011	         409,563,366 	         1,229,361,018 	   112.691 	-       4,637,338,455 	      733.67 	         4,683,313,214 	         21,648,173 	   1,557.43 
2012	         390,138,888 	         1,799,646,137 	   130.723 	-       4,002,388,941 	      747.66 	         5,761,393,396 	         22,388,394 	   1,571.70 
2013	         381,930,784 	         2,087,261,310 	   141.012 	-       5,057,876,566 	      777.40 	         7,235,793,211 	         23,118,080 	   1,597.56 
2014	         389,484,432 	         1,672,550,443 	   149.658 	-       4,996,372,605 	      806.15 	         6,648,495,213 	         23,845,306 	   1,653.23 
2015	         387,768,413 	         1,604,581,620 	   158.021 	-       3,698,980,693 	      835.97 	         6,254,028,968 	         24,618,499 	   1,991.39 
2016	         411,226,362 	         1,365,387,800 	   166.191 	-       1,314,609,107 	      866.95 	         6,574,250,545 	         25,423,588 	   2,177.09 
2017	         434,684,310 	         1,126,193,981 	   174.361 	-       1,793,708,920 	      897.94 	         6,894,472,122 	         26,305,732 	   2,362.78 
Source: International Monetary Fund and World Bank World Development Indicators
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